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State Plan UnderTitleXIX of the Social SecurityAct 

State:Massachusetts 


Institutional Reimbursement 


Methods Used to Determine Ratesof Payment for 
Acute Inpatient Hospital Services 

I:OVERVIEW 

On August 6,1996,the Division of Medical Assistance of the Executive Office of Health and Human 
services (hereafter refdto as "the Division') issued the MassHealth program's sixth Request for 
Application @FA) to solicit applicationsfrom eligible, in-state acute hospitals whichseek to participate 
asMassHealth providers of acute hospital services. The withgoal of the RFA was to enter into contracts 
all eligible, acute hospitals inMassachusettswhich accept themethod ofReimbursement set forth below 
as payment in full for roviding MassHealth recipients with the same level of clinical services as is 
currently providedby tKose hospitals and their h ital-licensed health centers. In-state acute ho itals 
whi& (1)operate under a h ital license issued"gy the Massachusetts Department of Public Xalth 
(DPH);(2) participate in theTdcare  program; (3) have mdk than fifty percent (50%)of their beds 
licensed as medical/surgiCal, intensive care, coronary care, bum, 

by DPNand (4) currentlyutilizematernal (obstetrics) or NEonatal intensivecare beds, as d/tnc, pediatric intensive care, 

more than fifty (5096) of their beds as such, as determined by the Division, are eligible to apply for a 
contract pursuant to the RFA. All eligibleacute hospitalsareparticipating providers. 

The RFA was amended effective October adjustments1,1997to incorporate the following updates and 

0 A rate update of 214kwas applied to the statewide average payment amount perdischarge,
observation and ED add-onsto the inpatientper discharge amount, and the administrative day 
rates; 

0 The in atient casemix adjustment was updated toreflect audited paidclaims from the period of 
6111&5/31197; 

0 The wagem a  adjustment wasupdated to reflect the most mxnt HCFA wage indexinformation; 

0 Pass-ThROugh and direct medical education amounts wererebased to 1996; 

0 A TECHNICAL refinanent was made to themethodology for calculating inpatientpass-through and 


directmedical educationamounts. The refinement allows thecosts assodated withdiscl.ete non­
acute units to be treatedmore consistentlywith the rEporting requirements of the DHcFp-403. 

- % I  
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Institutional Reimbursement 


II:DEFINlTIONS ’ 

- A day of inpatient hospitalization on which aA) Administrative Day (AD) RECIPIENTScare needs can 
beprovided in a settingother thanan acute INPATIENThospital, and on which theRECIPIENTis clinically
read for discharge, but an a propriate institutional or non-institutionalsetting is not readily available. 
See &O CMR 415.415and 41!!416 attached asExhibit 1. 

B) Administrative Day Per Diem- An all-inclusive per diem payable to hospitals for administrative 
days. 

C) Clinical Laboratory Service- Microbiological, serological, chemical, hematological, biophysical,
radioimmunoassay, cytological, immunological, pathological, or other examinationsofMATERIALS 

body to provide information for the assessmentderived from the human of a medical conditionor for 
the diagnosis, prevention,or treatment of any disease. 

D) Community-Based Physician - Any physician, excludingintern, RESIDENTSfellows, and house 
officers, who is not a h ital-based physiCIan. For 

anBosteopath%the term physician Tes dentists, podiatrists 
urposes of thisdefinition and related provisions,

inch 

E) Contract (Hospital Contract or Agreement)- The agreement executed between each selected hospital
and theDivision, which incorporatesail of the provisions of the RFA. 

F) Contractor - Each hospital thatis selected by the Divisionafter submitting a satisfactory application
inresponse to the RFA and that entersinto a contractwith theDivision to meet the purposesspecified
in the RFA. P 

G) Distinct Pu t  P chiatric Unit (DPU)- An acute hospital’s psychiatricunit that meets all 
requirementsof 42T.F.R Part 412 

H)Division -The Commonwealthof Massachusetts, ExecutiveOffice of Health and HumanServices,
Division of Medical Assistance. 

I) Division of Health Care Finance and Policy (DHCFP) - a Divisionof the Commonwealthof 
Massachusetts, ExecutiveOffice of Health and HumanServices mated ursuant to G.L. c118G. 
DHCHPperfommany of the functionsperformed by the formerRate SETTING Cammission andformer 
Division of Medical security. 

TN 97-14 Approval Date 
SupersedesTN 96-15,TN 97-07 Effective Date:10I1I97 

2 




set 

Attachment 4.19A (1) 

State Plan Under TitleXLX of the SocialSecurity Act 
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J) Gross Patient Service Revenue of a hospital's charges for services rendered- The total dollar amount 
in a fiscal year. 

K)Health Maintenance Organization(HMO)- An entity with which the Division contracts to provide
primarycare and certainother medical services to members a capitated basis, includingon an entity that 
ISapproved by the MassachusettsDivision of Insurance to operate underM.G.L. c. 176G, or that 
otherwise meets theState Plan definition of an HMO. 

L) Hospital - Any hospital licensedunderM.G.L. c. 111,§51 (and the teachin hospitalof the University
of MassachusettsMEDICALSchool), and which meek the eligibility criteriaBorth in SectionI. 

M) Hospital-Based Entity- Any entity which contracts with services toa hospital to provide medical 
recipients, onthe same site as the hospital's inpatient facility. 

interns, residents, fellows, and house officers, 
services to RECIPIENTSon the same site 
and related provisions, the term 

NursePRACTITIONERSnurse midwives, and 

0)Hospital-Specific Standard Pad"ent Amount per Discharge (SPAD)- An all-inclusive payment for 
the first twenty cumulative acuteays of an inpatient hospitalization, whichis complete reimbursement 
for an acuteepisode of illness,excluding the additional paymentof Outliers,Transfer per Diems, and 
AdministrativelyNecessaryDays. 

P) Inpatient Services -!&ices reimbursable by the Division pursuant to theRFA which am provided 
to recipients admitted aspatients to an acute unit ina hospital. 

Q) Managed Care Organization (MCO)-The Managed CareOrganizationwith whom the Division 
contracts to administertheDivision's Mental Healthand Substance Abuse Program (MHI SAP)  

R) Medicaid (also referred to as MassHeALth) - The MedicalAssistance Program administeredby the 
Division to furnish and pay for medical services pursuant toM.G.L. c. 118Eand Title of the Social 
security Act, and the Waiver. 

S) Mental Health/ SubstanceABUSEProgram (MH/SAP)- A managed carepro am for the provision
of mental health andsubstance abuse services to Medicaid RECIPIENTSenrolled in Jf:e program. 
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State PlanUnderTitle XIX of the SocialSecurity Act 
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T) Outlier Day - Each day during which a RECIPIENTremainshospitalized at acute (non-psychiatric) 
status be ond twenty acutedays duringthe same, single admission.AD days occuning within the 
period orhospitalization are not counted towardthe outlier thresholdasdescribed in Section IV.B.8. 

FF) Pass-Through Costs - Organ acquisition and malpracticeCOSTS that arepaid on a cost­
reimbursement basis andare added to the hospital-specific standard paymentamount. 

HH)Pediatric SpecialtyHospital - An acute hospital whichlimitsadmissions PRIMARILYto childrenand 
which qualifiesasexempt from the Medicare PROSPECTIVEpayment systemREGULATIONS 

- A pediatric unitin an acute hospital11) Pediatric Specialty Unit in which the ratio of licensed pediatric 
beds to totallicensedh ital beds asof July 1,1994exceeds 0.20, unless located ina facility already
designated as a specialty"KHospital. 

KK) Primary Care Clinician Program (PCCP)- A comprehensive managed careprogram with primary 'r 

care CLINICIANS managingenrolled recipients' medical care. 

LL) Public ServiceHospital - Any public acuteho ital or any acute h ital operating pursuant to 
Chapter 147of the Ads & Resolves of 1995 (see attaBed Exhibit 2) which asa privatesectorpayer mix 
that constitutes less than twenty five (25%)of its gross patient service revenue (GPSR) and 
where uncompensated car6 comprises more than twenty (20%)of its GPSR. 

NN) Rate Year0- The periodbeginrungOctober 1and endingSeptember 30. RY98begins on 
October 1,1997and ends on September30,1998. 

00)Recipient (also referred to as member) - A person determinedby the Division to be eligiblefor 
medical assistance under the MassHealth pROgram. 

RR)Sole CommunityHospital- Any acute hospital classifiedasa sole community hospital the US. 
Health CareFinancing Administration'sM e d i m  regulations, or any hospital which demonstratesto 
the Division of Health Care Finance and Policy's satisfaction, that it ISlocated more than 25 miles from 
other acutehospitals in the Commonwealth and which provides SERVICES for at least sixty percent if their 
primary service area. 

SS) SpecialtyHospital - Any acute hospital whichlimits admissions tochildrEn or to patientsunder 
active diagnosisand tReatment of eyes, ears, nose, and throat, or diagnosisand tReatment of cancerand 
which qualifiesasexempt from the Medicare pmspective paymentsystem regulations. 
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Tl') Transfer Patient -Any patient who meets any 1)TRANSFERRED betweenof the following criteria: 
acute hospitals;2) transferred between distinctpart psychiatric unita and a medical/surgical unitin an 
acute hospital; 3)receivingsubstance abuse or mental health-RElatedserviceswhose assignmentin the 
MH I SAP changes or 4) who becomes eligible for Medicaid to theafter the dateof admission and prior
date of discharge. 

VV) Upper Limit - The term referring to the level below which itis determined that the hospital
reimbuRsement methodology result in payments for hospital are noservices in the aggregate that 
mom than the amount would be paid underMedicare principles of reimbursement. 

xx) Usual and CustomaryCharges- Routine fees that hospitals chargefor acute inpatientand 
outpatient servicesrendered to patients regardlessof payer SOURCE 

XX) Waiver - the Section 1115Medicaid Research and Demonstration Waiverap roved by theU.S. 
Department of Health and HumanServices on April24,1995, and authorizedby P,pter 203of the 
Massachusetts Acts and Resolvesof 1996. 
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m. NON-COVERED SERVICES 

TheDivision will reimburse MassHealth participating hospitalsat the rates established in theRFA and 
accompanying contract forall acute inpatientservices provided to MassHealth recipients except for the 
follomg: 

A. Mental Health and SubstanceAbuseServices for Recipients Assigned to the MH/SAP 

The MCOcontracts with a provider network to deliver mental health and substance abuse 

services for MassHealth recipientsassigned to the MH/SAP. H itals in the MCOs network 

are paid by the MCO for servicesto recipients assigned to I$-? I SAP, pursuant to the 

contract between theMCO and the hospital. 


Ho itals thatare not inthe network (hereinafter 'Non-Network Hospitals") do not qualify for 

Me xIcaid reimbursement for recipients
ASSIGNED to theMH ISAP SEEKING mental health or 
substance abuse non-Emergentcare,exceppin accordance witha SERVICESPECIFIEDagreement
with the MCO. ... 

Non-Network Hospitals that provide medicallyymental health and substance abuse
CARE toMH / S A P  assigned recipients allfv for REIMBURSEMENTby the MCO.mz:arenot entitledto anyreimbursement%knthe Division, and may notclaim such 

reimbursement for anyservices which are reimbursed by the MCO. 

B. HMO Services i 

H italsproviding services to MassHealth recipients enrolled%for those services. 
in HMOs willbe reimbursed by

HM 

Hospitalsmay not bill the Division, and theDivision will not REIMBURSEhospitals for services 
mvided to MassHealth recipients enrolledin anHMO where suchServices am covered by theHMOS contract withthe Division. Furthermore, hospitals may not'balancebill" the Division 

for any services covered by the HMO's contractwiththeDivision. HMO reimbursement shall 
be considered ayment in fullfor anyHMO-coveREd servicesprovided to MassHealth recipients
enrolled in an Lo. 

I ,
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C. Air AmbulanceServices 

In order to receive reimbursementfor air ambulance services, providers must have a separate 
contract with the Divisionfor such services. 

D. HospitalServicesReimbursedthroughOtherContracts or Regulations 

The Commonwealth mayinstitute special program initiativesother than those listed above 
which provide,through contract andIor regulation, alternative reimbursementmethodologies 
for hospitalservices or certain hospital servicesIn such cases,payment for suchSERVICES is 

andmade pursuant to the contractIor regulations,goveming the special program initiative, and 
not through theRFA and resulting contract 

E. Non-Acute Units in Acute Hospitals 

The Division shall not reimburse acute hospitals thmugh theRFA for services provided to 
recipients in non-acute units within acute hospitals '-
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Iv:REIMBURSEMENT SYSTEM 

A.DATA SOURCES 

In the development of each hospital's RY98 standard payment amount per discharge (SPAD), 
the Division used Medicaid audited paidclaims for theperiodJ u n e  1,1996 to May 31,1997; the 
FY% E403REPORT as submitted to the Rate Setting Commission nlkla DHCFP; and the 
RY% Merged CASEMIX/ Billing Tapes, as acceptedbythe Rate Setting Commission, as the 
primary sources of datatodevelop baseoperating costs. The wage areaadjustment was 
derived from the 1994 Medicare 2552 Cost Report. 

B. METHODOLOGYFOR INPATIENTSERVICES 

1. Overview 

Payments for inpatientservices,other than for psychiatricservices provided in distinct 
part psychiatric units,wiU consist of the sum d 1)a statewide average payment amount 
per discharge that is adjustedforwagearea differences and the hospital-specific 
Medicaid CASEMIX 2) a per discharge, hospital-specific payment amount for hospital­
specific EXPENSES formalpracticeand organ acquisitioncosts; 3) a per discharge, 
hospital-specific payment amount for direct medical education costs which includes a 
primary care training incentive and a specialty careREDUCTION and 4) a per discharge, 
hospital-specific payment amount forthe capital cost allowance, adjusted by hospital­
specific casemix.Each of these elements is described in Sections IV.B.2 through IV.B.5. 
The statewideaveragepaymentamount per discharge incorporatesan effiCIency 
Standard.  

Paymentforpsychiatric services provided in distinct part psychiatric units to 
MassHealth patients who are not served eitherthrough a contractbetweenthe Division 
and its MH/SAP MCOor an HMO shall be made through an all-iNCLusive regional 
weighted average per diem,updated for inflationand adjusted to reflect any reductions 
negotiakd by the hospital and the Division's MH/SAPMCO (described in Section 
IV.B.7). 

Payment for physician services rendered by hospital-based physicianswillbe made as 
described inSectionIV.B.10. 
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2. d a d  P A Y M E N T  Per DISCHARGEtSPADl 

a. Calculation 

The R W  statewide average payment amount per discharge is based on the 
actualstatewidecosts of providing inpatient services in FY95 updated as 
describedbelow.Theaveragecost per discharge for FY95wasdetermined 
using the FY95 DHCFP Merged Billing and Discharge Data and the FY95 E­
403,as SCREENED and updated as of J u n e  20,1996. Cost and utilization data for 
the following were excluded in calculation of the statewide average payment 
amount per discharge; hospitals and hospital units with unique circumstances, 
as set forth in section^ IV.C.1-IV.C.3; and pSychiatric units. 

The average cost per discharge in each hospital was derived by dividing total ­
hospital costs by total hospital discharges, exclu- those from psychiatric,
chronic or observation units,or skilled NURSING facilities. Costs associated with 
distinct part psychiatric units, chroniCunits, SNF units, and observation units 
wge excluded.Thecostcentemwhich are identified as the supervision 
component of physician compensation and other direct physician costs were 
included;professional services wereexcluded. All othermedicalandnon­
medical staff expenses were included. 

Malpractice, organ acquisition, capital,and direct medical education costs were 
eicluded from the calculation of thestatewideaverage payment amount. 

Theaveragecost per DISCHARGE for each hospital was thendivided by the 
hospital's M a s s a c h u s e t t s - e  wage area index and by the hospital-spedic 
FY95all-payer casemIx index using the Version 120 NewYork grouper and 
New York weights. (For the NON-EXEMPT MassaChusetts haspitais in the areas 
designated by the Geographical CLASSIFICATION Review Board of theHealth Care 
FINANCING Administration, effectiveSEPTEMBER1,1995,theaverage hourly wage 
of each area was calculated from audited FY93 Medicare 2552 Cost Reports. 
Each area's average hourly wage was then divided by the statewide average 
hourly wage to determine the area's wage index.For the calculation of the 
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Springfield area index, the Baystate Medical Center's wages and hours were 
~ 	 included). This step RESULTS in the calculationof the standardizedMedicaid costs 

per discharge for each hospital. These standardized costs per discharge were 
compared to the standardized Medicaid costs per discharge fmnr: the RY% 
RFAwith tluee years of infiation. If the RY% standardized Medicaid cost per
discharge was at least 15% more than the standardized cost per discharge 
calculated in RY97, the standardized costs per dischargewere capped at 15% 
over theRY% M e d i d  costs per discharge. 

The hospitals were then ranked from lowest to highest with respect to their 
astandardized costs per DISCHARGE cumulativefrequency of Medicaid 

discharges for thehospitalswasproduced;andanefficiency standard was 
established as the weighted median costper discharge. The efficiency standard 
was establishedas the costper dischargecorresponding to the discharge located 'I 

at the seventy-fifthpercentile; thismeans that75% of the Medicaid caseload was 
treated in hospitalswhoseoperatingcostswererecognized in full. The 
weighted seventy-fifth percentile plusan update factor of 2.14% is the highest 
standardized cost per discharge thaf'will be I.ecognized foranyindividual 
hospital in the computation of the statewide average payment amount. The 
RY98 efficiency standard of $2,975.09 equals the RY97 efficiency standard 
updated by 2.14% to reflect price changes betweenRY97and RY98. 

The statewide average payment amountper DISCHARGE was then determined by 
mdtiplying a) the weighted mean of the standardized cost per discharge, as 
LIMITED by the EFFICIENCY standard; by b) the outlier adjustment factorof ninety­
five PERCENT (95%);by c) an inflationfactor of3.16% which reflects price change 
betweenRY95 and RY96;by d) an Mation factor of 238% which reflects price 
changes between RY96 and R W ,  and by an inflation factor of 214% which 
~ectpricechangesbetweenRY97andRY98.Eachinflationfactorisablendof 
the HCFA market basket and the Massachusetts Consumer Price Index (0.
Specifically, the CPI replaces the labor-dated componENt of the HCFA market 
basket to reflect conditions in the MassachUSEtts economy. The resulting 
statewide average payment amountper DISCHARGE is$2,691.00. 

The statewide average payment amountper DISCHARGE was then multiplied by 
the hospital's Medicaid casemix index ( u s i n g  version 120 of the New York 
Grouper and New York weights) for the period J u n e  1,1996 through May 31, 
1997,and the hospital's Massachusetts specific wage area index to derive the 
hospital-specific standard payment amount per discharge (SPAD). The wage 
area indexeswere derived from auditedFY94Medicare Cost Reports (2552). 

I . 
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The outlier adjustment is used for the payment of outlier days as described in 
section lV.B.8. 

Whengroupers are changesandmodemized,it is necessa~ytoadjustbase 
paymentrates so thatoverallpaymentlevels are not affected solelybythe 
grouper change. This aspectof"budget neutrality' is an approachthatthe 
Division is following, and one that has been a feature of the Medicare DRG 
program since its inception. The Division RESERVES the right to update to the 
new grouper should therebe a grouper developed during the rate year. 

b.SPADAdd-On for EmergencyDepartmentServices 

A additional amountis added to every hospital'sper dischargepayment rate to ~ 

account for routine Emergency Department services that result in an inpatient 
admission This amount was calculated as follows. The average Medicaid rate 
of payment for emergency visits for all. hospitalsin RY95 was multiplied by the 
percentage of inpatient admissions for'all hospitalsinRY95 that w e admitted 
through theEmergencyDepartment. This rate was thenmultiplied by an 
inflation factor of3.16% to deetprice changesbetweenRY95 and RY%, by an 
innation factor of changes between RY96 and RY97, and by2.38% to reflect price 
an inflation factor of 2.14% to reflect price changes between RY97andRY98. 
The amount of the add-onis $26.96. 

C. &AD Add- forObservationServices 

An additional amountis added to every hospital's per DISCHARGE payment rate 
to accountfor routine observation services which result in an inpatient 
admission. This amount was calculated as follows. The average Medicaid rate 
ofpayment for observation services for all hospitals in RY95 was multiplied by 
the PERCENTAGE ofinpatient ADMISSIONS for all hospitals in RY95 that were 
admitted from anobservation bed. This ratewas thenmultipliedby an inflation 
factor of3.16% to deetprice changesbetweenRY95 and R M ,  by an inflation 
factorof238%toreflectpricechangesbetweenRMandRY97,andbyan 
inflation factor of2.14% to deetprice changesbetween RY97 and RY98. The 
amount of theadd-on forRY98 is $11.87. 
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3. w o n of the Pass--gunt Der DISCHARGE 
The inpatientportion of malpracticecosts was derivedfromeachhospital's M96 
DHCFP 403reportasscreened and updated asof July21997.The pass-through amount 
per DISCHARGE is thesum of theper DISCHARGE costs of malpractice and organ acquisition 
costs. In each case,the amountis calculated by dividing the hospital's inpatient portion 
of expenses by the number of total, all-payer days and then multiplying the cost per 
diembythehospital-specificMedicaid (non-psychiatric/substance)abuse)average 
length of stay from casemix data. The Division used the Medicaid audited paid claims 
file for date of payment for the period June 1, 19% through May 31, 1997 to develop 
casemix data. 

The pass-through amount per dischargeis the productof the per diemcosts of inpatient I 
malpractice andorgan acquisition COSTS and the hospital-specific Medicaid average 
length of stay fromcasemix data,excludingsuchcosts related to services inDistinct 
Part Psychiatric UNITS and servicesinnon-acute units.The per diem malpractice costis 
net of malpractice costsassociatedwith SERVICES in Distinct Part Psychiatric UNITS and 
services iNnon-acute units. The days used in the denominator are also netof days 
assodated withsuch units. 

4. Direct Medical Education 

The inpatientportion of DIRECTmedical education costswas derived from each hospital's
M% D e 403report asscrreenedand updated asof July2,1997. For hospitals which 
began new primary camphysician training programs betweenOctober 1,1994and July
1,1995,theDivision shall recognizesuch new costssubmitted by the hospital,asare 
determinedtobereasonablebythe~~~toberevisedrrsingcostswhichshallbe
basedoncogts~~intheM96DH~403Reportassareenedandupdatedasof 
July21997.Such INCREMENTALcosts for new programs shall be annualized.For all 
hospitals, thedirectmedical education amountper DISCHARGEis the productof the per 
diem costs of inpatient direct medical education andthe hospital-speCfic Medicaid 
average length of stay from casemix data, excludingsuch costsdated  to SERVICES in 
Distinct Part Psychiatric Units and services innon-acute units. The per diem direct 
medical educationCOSTS are net of directmedical educationcostsassociated with 
servicesin Distinct Part Psychiatric UNITSand servicesin non-acute units. Thedays 
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used in the denominator are also net of days associated withsuchunits.The direct 
medical educationper discharge amount was calculated bydividing the hospital’s 
iNipatient portion of expensesby thenumber of total inpatient daysand then multiplying 
the per diem costs by the hospital-Specific Medicaid(no-psychiatric/substance abuse) 
average length of stay from CASEMIXdata. The Divisionused the Medicaid paidclaims 
file fordates of payment for theperiod J u n e  1,1996through May 31,1997to develop the 
RY98 casemix index. 

The Divisionhas incorporated an incentive in favorof primary careTRAINING which was 
factored into the recognized direct medical educationcostsby weightingcosts in favor 
of primary careTRAINING An incentiveof 33%of the costs was added to the per
dischargecost of primary careTRAINING a reductionof 2096 of the costs was subtracted 
from the per discharge cost ofspecialty care training. The numberof primary care and 
specialty care trainees was derived from data provided to the Division by the hospitals.~ 

Growth in direct medical education costs attributableto wage inflation are subyxted to 
a 5% annuallimit. An audit may be performedbytheDivisiontoverifythe .­
appropriatenessof reported teaclung costs. -. 

5. CAPITALPAYMENT AMOUNTper Disc-

Following a five-year phase-in, the capital payment is a casemix-adjusted capital cost 
limit, based on theFY91 Medicare CostReport (2552), updated for inflation. 

For each Hospital,the total inpatient capitalcosts include buildingand fixed equipment 
depreciation, major moveable equipment depreciation, and long-term and short-term 
interest. Total capitalcostsareallocated to inpatient services through the square 
footage-BASEdallocation formula used in theMedicare COST report (2552). The Medicare 
cost report is also used to identify capital allocated to distinctpart psychiatric units and 
to subtract this amount from total inpatient capital in order to calculate the non-DPU 
capital costper discharge. 

The capitalcost per discharge is calculated bydividingtotal inpatientcapital costs (less 
that allocated to psychiatricDPU)by the hospital‘s total non-DPUdays, and then 
multiplying by the hospital-specilic non-DPU Medicaid average length of stay from 
casemix data. 
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Theeasemix-adjustedcapital efficiency standard is determined by a) dividingeach 
hospital's FY91 capital cost per discharge by its FY91 casemix INDEX b) sorting these 
adjusted costs in ascending order; and c) producing a cumulative frequency of
DISCHARGES The casemix-adjusted capital efficiency standard is established at the cost 
per dischargecorresponding to themediandischarge. 

The capital efficiency standard wasupdated for inflationbetween RY93 and RY94 by a 
factor of 3.01%; for inflationbetweenRY94 and RY95 by a factor of 2.8096; for inflation 
betweenRY95 and RY% by a factorof1.80%; for inflationbetween RY96 and RY97by a 
factor of 1.00%; and by 0% for inflation between RY97 and RY98.The capital update 
factor is taken from annual HCFA regulations used by HCFA to update the capital 
payments madeby Medicare. The capitalupdate factoris computed annuallyby HCFA 
and is calculated as follows: HCFA estimates of inflation in depreciation, interest, and . 
other capital related expenses, are multipliedby their respediveweights, and summed. 
The casemix-adjusted capital efficiencystandard per dischargeis $316.42. 

._
6. y 

Maternity cases in which deliveryoccurs will continue tobe paid on a SPAD basis with 
one SPAD paid for the mother and one SPAD paid for the newborn Payment for d 
services (except physician services) provided in conjunction with sucha maternity stay 
incluw but not limited to, follow-up home visits provided as incentives for short 
delivery ays,are included intheWAD amount. There will be no additional payments 
to the hoSpitalor other entities (Le. WAS,home health agencies) for providing these 
services in Collaboration with the hospital. Hospitals are required to apply any andall 
maternity and newborn policies and programs equally to allpatients,regardless of 
payor. 

7. ta 

senrices provided to non-managed careMassHealth patients inDISTINCT part psychiatric 
units shall be paid through an all-inclusive regional weighted average per diem. This 
payment mechanirrm does not applyto cases in which servicesare provided to Medicaid 
recipients assignedto MH/SAP. 
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The regionsused to develop the all-inclusiveregional weighted averageper diem rates 
correspond to the six HealthServices Areas establishedby theMassachusetts 
Department of Public Health (PL93-641). These regional weighted average per diems 
were calculated by a)dividing each hospital'sper dischargepsychiatric rate established 
in the FY92 Medicaid RFA by the FY90average length of stay pertaining to Medicaid 
psychiatricpatients; b) multiplyingtheresult for eachhospitalby the ratio of the 
hospital's Medicaid mental health days for theto the total Medicaid mental health days 
hospital's REGION and c) SUMMINGS the results for each region. The regional weighted 
average per diems were updated using inflation factorsof3.35% to reflect price changes 
between RY92 and RY93; 3.01%to reflect price changes between RY93 and Ry94;280% 
to reflect price changesbetween RY94and RY95;3.16% to REFLECT price changes between 
RY95 and RY%; 2.38% to reflect price changes between RY% and RY97; and 2.14% to 
reflect price changes betweenRY97and RY98. 

For hospitals which are part of the Division's MCO network, the lower of the MCOs 
negotiated rate or the psychiatric per diem shall be the rate of payment in all cases 
where the psychiatricper diem establishedin the RFA applies. 

8. Outlier 

A hospitalqualifies for an outlier per diempayment in addition to the standard 
payment knount if of the following conditions are met: 

0 	 the length of stay forthehospitalization exceeds twenty (20) cumulative adays (not including daysin a distinctpart psychiatric unit); 

0 thehospitalcontinuesto fulfillits dischargeplanning DUTIES 

0 thepatient oonhues to need acutelevel CARE and istherefore on . .  status on any dayadmINIstra tive day for which an outlier paymentis 
claimed; 
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0 	 the patientis not a patient in a distinct part psychiatric unit onany day 
for which an outlier paymentis claimed; and 

0 thepatient is not a patient in a NOn-acute unit within an acute hospital. 

To derive theRY98standard payment amount per day, the statewide average payment 
amount per DISCHARGE of $2,691.00is divided by the average FY95 all-payer length of 
stay of 5.0931 days which equals $528.36. The hospital-specific capital, djrectmedical 
educationandpass-through per diem payments are derivedbydividingtheper 
discharge amount for each of these components bythehospital'sMedicaidaverage 
length of stay from casemix data. 

The outlier per diempaymentamount is equal to fdty-fivepercent (55%) of the 
statewide average payment amount per day multiplied by the hospital's wage area 
index and casemix index, plusa per diem papent  for the hospital's pass-through costs, 
direct medical education and capital payment AMounts. 

k 


9. TRANSFER PerDiem P­

general, payments for patientstransferred from one acute hospitalto another 
WILLBEMADEONTRANSFERPERDIEMBASIS(CAPPEDATTHEPERDISCHARGEPAYMENT) 
for thehospital that is transferring thepatient. The amount of the transfer per 
diempayment isequal tothe RY98 statewide averagepayment amountper day, 
multiplied by the TRANSFERRING hospital's RY98 Medicaid casemix index and 
wage area index, plus pass-THROugh, direct medical education and capital per
DIEMPAYMENTS 
To derive thestandard payment amountpez day fortransfer patients, theRY98 
statewide average payment amountper DISCHARGE of$2,691.00 is divided by the 
FY95 average ALL-PAYER Medicaid length of stay of 5.0931 days which equals 
$528.36.The hospital-specificcapital, directmedicaleducationand pass-kugh 
per dimpayments are derived by dividingtheper discharge amount for each 
of these components by the hospital's Medicaid length of stay from casEMix 
data. 
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,, 	 In general,thehospitalthat is receiving the patient will be paidon a per
discharge basis in accordance with the standard methodologyspecifiedin 
Sections IV.B.2-5, if the patientis discharged from that hospital.If the patientis 
transferred to another hospital,then thetransferring hospital willbe paid at the 
hospital-specifictransfer per diem rate, capped atthehospital-specificper
dischargeamount. Additionally, 'back transfeRRing' hospitals willbe eligible for 
outlier paymentsspecifiedin Section IV.B.8. 

Refer to matrices attached as Exhibit 3 for a review of transfer scenarios and 
payment mechanisms involving MH /SAP-eligiblecorresponding and 

MH/SAP-ineligiblerecipients in M H / S A P  MCOsnetworkandnon-network 
hospitals. 

b. TRANSFERS within a HOSPITAL 

In general, a transfer within a hospital is notconsidered a discharge. 
Consequently, in most cases a transfa between units within a hospital willbe 
reimbursed ona per diem basis. This sectionshall OUTLINEreimbURsement under 
some specific transfer circUmrstances. For a complete review of reimbursement 
undertransferringcircumstancesinvolvingMH/SAP-eligiblerecipientsand 
MH / SAP-ineligible recipientsin the MH ISAP MCO network and non-network 
hospitals, refer tothematrices attachedasExhibit 3. 

Transfer to\from a Chronic or Rehabilitation Unit within the Same 
Hospital 

If a patient is transferred fromanacute bed toa chronic or rehabilitation 
unit in the same hospital, the TRANFER is considered a discharge. The 
Division will pay the hospital-spedic SPAD for the portionof the stay 
before the patientis transferred tothechronic or rehabilitation unit. 

Medicaid Payments for Newly Eligible Recipients or in the Event of 
Exhamtion of Other INSURANCE 

When a patient becomesMassHealth-eligible or otherinsurancebenefits 
have beenexhausted after the date of admission andprior to the dateof 
discharge,theacute staywillbe paid atthe transfer per diem rate, up to 
the hospital-specific SPAD, or,if thepatient is at the administrative day 
level of care, at the AD per diem rate. 
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